By JACK J. GOTTSEGEN

GNP by Major Industry in 1971

IN recent years, the April issue of the
SurvEY has contained preliminary esti-
mates and a brief discussion of the in-
dustrial origin of the gross national
product: the July issue has carried
revised estimates in more detail. This
vear, data problems made it impossible
to prepare preliminary estimates in
April but the detailed estimates were
published in July (national inecome
tables 1.21 and 1.22), This article is
intended to summarize these data and
bring them to users' attention.

Gross prodoct originating in  an
industry is & measure of the industry’s
contribution to GNP, ie, to the
Nation's total output of goods and
services. An industry's gross product,
its value added, may be measured as the
difference between the value of the
industry’'s total output and the cost of
materials and business services pur-
chased by the industry. The same total
may also be caleulated by summing
the industry’s payments to the factors
of production (employee compensation,
profits, ete.) and its nonfactor costs
(depreciation, property tax, sales tax,
pte.).

The market value of the Nation's
total output of goods and services
{GNP) increased $74 billion in current
dollars in 1971, or 7.6 percent. The over-
all price advance was 4.7 percent and
the real output gain was only 2.7 per-
cent, The real output gain was wholly
in the private economy, since the gain
in State and local gemeral government
activity was offset by the decline in
the Federal sector,

The 1971 advance in real output was
sharper than that in 1961, the last
previous year of cyclical recovery, but
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considerably milder than the gain in
1959, also a recovery year. The price
advance in 1971 was at least three times
faster than in 1961 or 1959. Unit labor
and nonlabor costs also rose faster in
1971 than in the other 2 recovery years,
but profit marging for most industries
nevertheless also increased more than
in the other 2 years. Some of these
differences between 1971 and the pre-
vious 2 recovery years are attributable
to the fact that the 3 years are not
identical in terms of business cycle
chronology as measured by the reference
cyele dates of the National Bureau of
Economic Research.!

Real output of the total private
ecomomy increased 3 percent from 1970
to 1971, but there was great diversity
within that aggregate: output changes
in the 10 major industrial divisions
ranged from a decrease of 2.6 percent
for mining to an increase of 6.6 percent
for the utilities, i.e., communications,
and electrie and gas industries (chart 7).
The aggregate price increase in the total
private economy was 4.4 percent, but
price increases for industrial divisions
ranged from 1.8 percent in manu-
facturing to 7.3 percent in transporta-
tion. An even wider diversity is ob-
served in industry unit labor costs and
profit margins. This article highlights
the 1971 changes in industry output,
prices, and unit costs and profits and
relates them to average 1960-70 changes
and to changes in 1961 and 1959, the
twWo pPrevious recovery years.

1. The mest recent oyolieal trough wos In November 1970,
The twa preceding tronghs were in February 1961 and Aprdl
1088, Thus, the 1081 recovery legan during ealendar 1961
rather than bhafors Ehot yonr, while enlendar 1060 was & yoar
in which the recovery was more wdvanced wnd makure than
wias Elie case In 1961 or 1071.

CHART 7

Percent Change in Real Output by Industry:
1971 Compared to 1960-70 Average
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Real product

The 1971 incrense in real output of
mantfacturing, which secounts for
about one-third of total privats output,
was 1.7 percent, well below the 3 per-
cent incremse for the private sector as
o whale {tabla 1). The 1971 Increass in
manufacturing output was also con-
siderably less than its average annual
gain of 4.6 percent in the 1980-70 span.

Besl cutput in nondurable goods
manvfoctuting increased 4 percent in
1071, about the seme as the 1880-T0
averngs, with sizebla gains in the textile,
spparel, chemical, and rubber and
plostics industries. On the ather hand,
nggregate output of the durabla goode
industries was unchanged from 1974 to
1471, compured to nn annuel svernge
gain of about 4% percent in the 1960°.
The 1971 stability reflacted the cur-
tailment of defense spending and slug-
gieh growth of business fixed investment.
that offset & record year for auto pro-
duction as wull as increnses in the stone-
elay-gless, lamber, and ths furniture

Table 1.—Grop Product in Constant Thellars By Tndwstey: Selected Yenrs
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industries, whose markets wers bol-
sterad by the boom in residential
construetion.

The 1960-70 average growih rates for
the mining, ferming, and conirael gon-
struction industries wers all below the
average for the private economy. In
1971, mining output declined, but the
geins for farming sand contract eon-
struction wers stronger than their 1980-
70 averages. Indead, the 1971 gain in
farm output sxceaded the gain for the
total private economy.

The 1971 gain in the sutput of the
goods producing industries 85 & group
fagriculture, foreatry, ficheries, mining,
contract constrestion, and manufac-
turing) was only 1.6 percent. This
below-sveroge advance partly exploins
the comparatively small incresse for the
trengperiation industry, where fluctua-
fions in mclivity gemerslly correspond
closely to those in the goods proeducing
industries. Output of the rail and water
tronsportetion indusiries olso declined
in 1971 as a result of weak mming
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activity and strikes by dockworkers,
ani] the air tronsport industry showed &
gonin of only 3 percent, for below the
nverape for the 1960°s. Howevay, the 6.6
percent gain recorded in 1971 for the
motor fraight industry was higher than
its 1960-70 average of 5.6 percent.

Despite the below-aversge outpuat
gein in the poods producing industries,
the 1971 increase in frede output was a
relatively strong 4 percent. This
etrangth can be nitributed in part Lo the
fairly strong growth of nondurable
goods output, to the sizeble decline in
manufacturers’ inventories, and to larps

in merchendise imperta. The
implieation of the lotter two factors is
that the movemeni of goods through
trade channels wes stronger than that
suppasted by the prowth of pross
outpak.

Quiput of the finance and insurance
indnstries increassd 7.7 percent in 1971,
the largest incresge for any indusiry
gronp and mors than twies its 1960-70
average. Howaver, when the rea! estate
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industry is ineludad, the 1971 goin for
the induatry divisien i= 2.4 percent,
cloze to the 1960-70 averape of 4.1
porcent.

Tha communiegtions industry and the
elecirie, gas, wnd sanitary service indus-
tries have been noted for vigorons out-
put growth in the 1960°s and they
outpaced the privete economy agnin
in 1971, as output of both industry
groups inerensed 6.6 perceni. Im the
communication industry, however, the
1971 incresss was less then the in-
dustry’s 1860-70 average, while the
1971 increase for tha utilities was above
the I960-70 averngs.

Output of the service industries n-
erensed only 1.1 percemt in 1971, coh-
siderehbiy less than the anmual average
of 3.9 percent in the 1960's. CQutput
daclined in 1971 for hotels, parsonal
servicaz (loundries, barber, benuty,
eleaning and pressing shops), business
services {ad vertising, employment agen-
ciez, aail business consultants), ond the
profaseionn]l business services such as
enginearing, architecturnl, nnd account-
ing serviees, These declines almost com-
pletely offzet incresses for antomobile
repnir shops, amusement places, ond
medical and other heslth services.

Industry patterns duving the 3 re-
covery yeara 1071, 1961, nnd 1959 were
generally quite different. One reason for
such difierences is differences in the
stoge of the eycle within each yesr. In
1961, {or example, tha recovery began
{uring the year; markets for antos and

producers’ durable squipment wera
weak, and for the year 2a & whole out-
put of the dursble goods industries de-
clined 1.5 percent, while sutput of the
nondurshle goods industries incraased
only o modest 1.3 percent. In 1958,
when recovery wos more fully estab-
lished, output of both the durgble goods
and nondurnble goods industries in-
creased sharply, and iotal manufactur-
ing of output increased 12.4 percent.

Price chanpes

The implicit price deflator for total
GNF rose 4.7 percent in 1971, coraparad

Avworagn Annual Rate of Change in Implicic
Frice Deflatora of Gross Produet by In-
dustry, 1960-T
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bo & 1960-70 annual average of 2.7 per-
aent. For the private sector, the de-
fatorroze 4.3 percentin 1071, compared
to an averapge 2.4 percent for the 1060's
{see neoompanying text tauble).

The implicit price deflator for menu-
Jecturing gross product increased 1.8
parcent in 1871 (teble 3), This was the
smallest price incresse for any industry
division in the private sector, which is
consistent with the fact that the 1960~
70 wend for menufacturing was well
Lelow that for the private secior. In
1961, the menufacturing price increase
was also among the lowest buk in 1959
itz rise exceeded the privaie sector
avarsge. The implicit deflator for non-
durable goods monufecturing declined
fractionally in 1971 but the daflator
for durable goods zose 3.5 percent. Such
n marked difference beiween durables
and nondurables manufacburing iz un-
ususl, nnd is not asen in 1961, in 1959,
nor in the 1380-70 trend.

The gverall deflator for all modes of
iransportation. showed sn increase of
7.3 percent in 1971, tha largeat in the
private sector. The extreme sharpness
of this ineranse did not conform with the
changes in 1961 and 1959 nor with the
1050-70 trend. A 1971 inorease of 12.3
pareant in the implieit deflator for
railroads was the principal factor con-
tributing to the large incresse in the
overall transportation deflater. In 1961
and 1939, the roil deflator declined, ond
the 1060-70 tremd wes also negntive.

Table 2 =—Annual Percent Changes fo Unit Lubor Coat il ﬂuit Prodt, By Infustry : Selected Yeurs
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The movement of the implicit price
defletor for railroads, which operate
with large fixed ooste, is influenced by
the relationship among movements in
ratas, movements in pricas of mnterinls
and gervieas bought on eurrent necount,
and wvolume of activity. In 1071,
paseanper and freight rail reles in-
arensed an average of 8.7 percent and
11.8 percent, respectively, whils costs
of purchased goods snd services rose
only 4 percant. The volume of rail
freight declined sherply in 1971

The annual price sdvences for con-
tract construotion have generally been
among the highest in the private sectar,
snd the 1060-70 average of 6.6 percent
per yvear waz woll pbove the private
sactor average of 2.4 percent. In con-
trast fo other industry deflators, the
deflator for the construction industry,
generally, measures the costs of inputs
rather than outputs. Clonsidering this
limitation, the 1971 gein in the deflator
for construction was 6.7 percent, com-
parad to a private sector fizure of 4.3
parcent.

Other 1971 price gains wel! above the
private sector nverage occurred in the
service industries and i finance, -
surance, and resl estafe. The 1971
advance for tha service industries wos
6.8 percent, compared to a 1960-70
averages of 4.5 pereent. For jfinasnee,
ingurance, and real eslate, the 1971 gain
was 5.0 percent while tha 1860-70
avarage was 3.2 percent. In both 1959
and 1961, the price gains for these
groups also were larger than for ihe
privade sactor.

Movemants of the price deflator for
the irade industries approximated those
of the overall privata deflator in 1971,
in 1961 and 1989, snd tha petiod 1960
7. The implicit deflater for refailing
hes generally mdvanced more sherply
than that for wholesaling, snd this was
true clso in 1071 as the doflntor for
retoil trade rose 5 parcent snd that for
wholesale trade rose 3.9 percent. The
1060-7% averapes were 3.1 percent and
1.8 percent, razpectively.

The 1971 price sdvances for the
regulated  industries—communicotion
nnd efeciric end gas uitliiies—were 3.2
percent ond 3.8 percent, respectively,
considerably smoller than for most

SURVEY OF CURRENT BUSINESS

industries but well above their own
1960--70 averages.

Unit coats

Tha large size of the 1971 price ad-
vances partly resulted from the pressure
of rising unit costs. Despite output
gainz and a slight decline in men-
hours, unit lebor eost in the privais
economy rose 3 percant in 1071 (table
2). This advance was about equal teo
the nversge inereaze in the period
1960-70, but much larger thay the in-
cransgs in the recovery years 1981 and
1259. Nonlabor costs (intersst, buginess
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taxes, coapitsl consumption sllowanees)
per unit of output incressed 6 parcont
in the aggregete In 971, comparsd
with a 4.2 percent increase in 1961 and
o shight decline in 1959.

For most industries, the 1971 in-
ereage in unit lobor costs wos lerger
than the 1060-70 nverage inorense. In
monufectitring, however, the 1871 in-
eretse was only 0.8 percent, conaider-
ably less than the 196070 averags of
1.8 percont. Inerenses of over b per-
cant ocoutred in services, mining, con-
tract gonstrpction, finanes, insurance,
and real sstate, ond transportation.
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Uit lahor costs In the commumication
industty incressed 3 percent, in sharp
contrast to the 1960-70 average (only
0.1 percent) and to the declines in the
other 2 vecovery years. The lorgest point
differences betwesn the 1971 mcresse
in unit labor costs and the 1980-70
nverage incrense were in the transpor-
tntion and nining industeies, which
had little ¥ any output gein in 1971;
the smallest point differences were in
contract congtruction, agriculture, snd
trade, where 1971 output pains equaled
or exceeded tha LOG0-70 trend.

Unit profite

Dazpite the inereages in unit labor
and nonlabor aosts, prefit marging
{profita per unit] rase in 1971 for the
first tima gince 1866, The ovarall in-
erease for the scomomy wag 5.4 par-
pent, lorger then the increass in 1959.
The average movement in tha 1960°
was downward, end the year 1961 also
saw a decline.

Relntively latge increases in profit
margins were not necessarily nssoeciatad
with relotively small increases in unit
labor costs. For example, in the com-
munication snd electric and gas utility
industries, unit labor costs incressed
Jese in 1571 than the average inorepss
for the privaie economy but profit
marging declined because of relatively
large incressss in nonlabor costs nnd the
relatively stable price structure that is
cheractoristic of regulated mdustry.
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Aside Irom Wansporiation, which had
o huge incresse, the largeat 1971 in-
creage I profit margin wea in manu-
factuting, The margin for the nondu-
rable goods industries declined but the
ducable goods industries had a very
sharp Inorease thet was partly a re-
bound frem & steep drop in 1970, trace-
gble to that year's aunio sirilce.

The huge increase in oversil profit
mergin for $he trensportation indus-
tries wns hesed on widely divergent
chanpas within thet induséry proup. The
margin for motor freight increased, and
losges in the reil and sir tvansport in-
dustries were smeller than in 1970
{re., “negative margina™ daclined},
Losses n water {rensportation, how-
sver, were tmuch lager then in 19990

Impoct on prices

Tabla 8 shows the price change for
epch industry distributed into thres
major elements—unit labor cost, umit
nonlabor cost, and unit profit. For
example, of the 1.B percent price
increase in the implicit deflator for
monufacturing gross product in 1971,
1.3 poings ware associeted with umit
labor cosiz. 0.3 pointe with unit non-
labor costs, end 0.2 points with umit
profit. It is important to note that the
point distribution is an efter-the-fact.
mensurement, and that such eitribo-
tion of points to an alement does not
mesn that the element can be identified

Horembay 1872

us heving caused that emount of price
movement.

In 1971, lebor cost accountsd for
3.4 points of the 4.3 percent change in
the private sector deflotor. In most
individus] industries, the point con-
tribution from chenges in wnit labor
costs was alao the largest of tha three
elements. This was most marked for
the labor intensive industries, such as
services, consiruction, aod tramspor-
tation. In agriculture, the point con-
tribution from wunit labor cost was
relatively smell principally becanse
farm proprietors’ income, which ia
clessified as whelly profit-type income,
is the lergest aingle compoment of
gross product.,

{Chaoges in unit nonlabor costs con-
fributed 1.1 points to the 4.3 percent
mtse in the private sector deflator. Since
capital consumptlion sllowancas are the
largest cotnponent of nonlabor cost, the
influence of nonlsbor coet was most
merked I the capital intensive ndus-
tries. In most industries, the share of
unit ponlabor cost in the price change
waa sbout the sume in ¢ach of the 3
recovery years, An exception la the
utilities; in 19568, unit nonlabor eost wos
associated with 0.4 points of & price
change of 1.1 percent, while in 1961 and
1971 umit nonlabor cost contributed
about hall of the deflotor incresse.

%, Ban the disouseion on pages 10 & In "GNF by Major
[odisident by Mortin L. Marmont, Bupvey, Oatober
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